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So olowAR BUSINESS IN°THE UNITED STATES 


BY PER JACOBSSON 


The population of the United States represents 
7 per cent. of the world’s total population, but 
the industrial output of the country accounts for 
more than 40 per cent. of the world’s total in- 
dustrial output. No wonder, therefore, that condi- 
tions in the United States demand particular at- 
tention from all, observers of the trend of world 
affairs and even greater attention from those who 
try to make forecasts on this subject. The recently 
published report of a group of United Nations 
experts on “National and International Measures 
for Full Employment”, after pointing out that 
with respect to economic fluctuations some coun- 
tries have a leading role to play and others a 
more nearly passive one, rightly stresses the point 
that ‘‘the course of economic activity in the United 
States has an influence on the world’s economy 
which is not shared by that of any other country”. 

Forecasting is a tricky business and we know 
that all those who predicted that within two or 
three years after the end of the war the United 
States would already be in the grip of a most 
terrific depression have fortunately proved as 
wrong as they possibly could be. The absence, 
this time, of a setback during the first few years 
after the cessation of hostilities is in marked 
contrast to what happened after the first world 
war. 

In seeking to explain why there has been this 
difference in the business trend, one is in- 
clined in the first place to cite the difference 
in credit policy, i. e. the contrast between rel- 
atively high interest rates after the first world 
war (with the official discount rate reaching 
7 per cent. in 1921) and the extremely cheap 
money which has prevailed ever since 1945. There 
is no doubt some substance in this explanation 
but, from a closer examination of the changes 
which took place in the volume of credit out- 
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standing, it is apparent that on the American mar- 
ket the much-discussed contraction of credit in the 
years 1920—22 was slight indeed and, moreover, 
of really short duration. What seems to have been 
of importance is that during the second world war 
prices and wages were never allowed — even 
in branches where great scarcities prevailed — to 
rise as sharply as had been, one might say, the 
rule during the first world war. Thus, when 
supplies became more abundant again, there 
was, after the second world war, no need for a 
sharp decline in prices — and, consequently, no 
emergence of that disequilibrium between costs 
and prices which is regularly the most immediate 
cause of an increase in unemployment (what- 
ever the more fundamental explanation may be). 
It may thus be said that the price and wage con- 
trol which, during the second world war, pre- 
vented any extreme price and wage increases from 
arising even when goods or specialised workers 
were distinctly in short supply, made it easier this 
time to avoid a state of depression, with wide- 
spread unemployment. 

In the post-war period the budget of the Fed- 
eral Government was brought practically into 
balance as early as the beginning of 1946, and in 
1948 there was even a surplus of $8 milliard. Thus 
in the United States there was no new inflation 
due to deficit spending by the government; but 
past creation of money continued to have its effect, 
especially as the cheap-money policy was main- 
tained (which, incidentally, made it possible for 
holders of government securities to sell them at 
par and thus to procure liquid funds for them- 
selves in a relatively easy way). As a result, the 
volume of credit continued to increase; with the 
reappearance of peacetime supplies of goods and 
services it proved impossible to maintain any 
form of strict price control, and soon prices 
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started rising in response to active monetary de- 
mand. It thus came about that the level of whole- 
sale prices, which had advanced by only 33 per 
cent. between September 1939 and September 
1945, rose by not less than 54 per cent. between 
September 1945 and December 1948. 

In the United States itself there was marked 
difference of opinion as to whether the monetary 
authorities were well advised to pursue a credit 
policy of supporting the quotations of govern- 
ment bonds, the yield of which was kept unvary- 
ingly in the neighbourhood of 2'/: per cent. Some 
feared that even a moderate fall in the quota- 
tions of the securities in question would have 
damaging repercussions on the entire financial 
mechanism as well as serious adverse effects on 
the whole economy ; others were less certain about 
this, the point they stressed being rather that at 
any rate those who refrained from selling their 
bonds would certainly benefit by a policy which 
was likely to limit the rise in prices, whether or 
not such a policy had the effect of temporarily 
lowering the quotations of the bonds; for in the 
end the bonds might again rise to par and 
they could then be sold for their full nominal 
value, while the dollars they represented would 
not in the meantime have declined to the same 
extent in purchasing power. In practice the ob- 
vious advantage for the Treasury of not having 
to pay rising interest rates was also a factor of 
importance. But, whatever may have been the 
right line to follow in the past, there seems to be a 
growing feeling in the United States that the time 
is now ripe for the adoption of a more flexible 
interest policy. Recently a Congressional Joint 
Monetary Sub-committee, of which the Democrat 
Senator Douglas, of Illinois, was Chairman, while 
reporting in favour of “interest rates as low as 
they can be without inducing inflationary pres- 
sure”, recommended most insistently that ‘flex- 
ibility of interest rates, whithout which a flex- 
ible monetary policy is impossible, should be 
restored”. 

This is important indeed, since a return to a 
more flexible credit policy, extending (as pro- 
posed by the said Sub-committee) to the manage- 
ment of the public debt, would enable the mon- 
etary authorities in the United States to restrain 


or ease the use of credit as the general trend 
of business might require, with a view to pro- 
moting general economic stability. 


* 


When Marshall aid — first in the form of 
Interim aid to France, Italy and Austria — be- 
gan to be allocated in the winter of 1947—48, 
the first concrete task (imposed by the dis- 
astrous harvest which the prolonged drought of 
1947 had occasioned in Europe) was to pro- 
vide the recipient countries with wheat and food 
of other kinds, as well as with coal. Under the 
influence of the strong demand affecting the mar- 
kets, the price of wheat rose to more than $3 
a bushel — a very high price, but one which pre- 
vented wheat from being used as a feeding stuff 
for pigs and other animals; the price increase 
thus ensured that the stocks of wheat available 
for human consumption would be sufficient and 
also that enough wheat would be grown, Similarly, 
the high price of coal brought forth adequate 
supplies of coal for shipment to Europe until 
European production had been sufficiently re- 
stored. 

In that way the price mechanism proved its 
ability to deliver the goods, but prices had clearly 
been pushed above what might be considered a 
more permanent equilibrium level. In the winter 
of 1948—49 a reaction set in, which was helped 
on by a certain tightening of credit and which 
brought the prices of food and of many raw 
materials into a better relation with the general 
price level, as may be seen from the following 
table. 


Index ef Whelesale Prices 
(1938—39 = 100) 


January January 


Th aeahe January 
1948 1949 1950 
Farm products . 208 258 230 
Bogdsthc<x, Sipe? Px 250 230 215 
Raw materials . . . . . . . 2590 238 *225 
Manufactured products . . . 194 192 182 
General price index. . . . . 213 206 194 


* Preliminary figures. 


The price changes during 1949 had obviously 
established a much sounder relation between the 
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various price groups than had existed during the 
previous year. But even a healthy adjustment, 
especially when it takes the form of a substantial 
fall in the prices of a number of articles and a 
certain decline in the general price level, does not 
leave business unaffected. A “recession”, as it has 
been called, began to make itself felt in the late 
autumn of 1948. The index of industrial pro- 
duction fell from a figure of 195 (1935—39= 
100) in November 1948 to 161 in July 1949, i. e. 
by 17 per cent. — a drop sufficiently abrupt to 
make many people nervous. As a reaction against 
the depressive influences, the monetary author- 
ities, in the spring of 1949, had already begun 
to reverse their credit policy; the minimum re- 
serve requirements of the member banks had been 
reduced and the budget of the Federal Govern- 
ment once more showed a deficit. To every- 
body’s relief, the production curve began to turn 
upwards again in the late summer, and, in 
spite of strikes and other misfortunes, the index 
of industrial production had recovered to 182 by 
January 1950. 

As prices started to fall in the early months 
of 1950, it was only to be expected that business 
firms would be hesitant in adding to their stocks. 
In fact accumulation of inventories, which had 
been progressing at the rate of $8 milliard a 
year during the second half of 1948, changed 
to a reduction at the rate of over $2 milliard 
a year towards the middle of 1949. But here 
again the downward trend did not last for long: 
the retail and the wholesale trade soon found 
that consumers’ demand was being well kept up, 
which meant that they had to proceed to a re- 
plenishment of their stocks. 

The main reason why the general public did 
maintain its previous rate of purchases was that 
basic production had shown a much firmer ten- 
dency than had really been expected. During the 
whole of 1949 the index of industrial produc- 
tion showed a fall of only 8 per cent. That in- 
dex covers manufacturing and mining, the out- 
put of which corresponds to about 35 per cent. 
of the national income; but other branches had 
kept up their activity better, with the result that 
the overall national income showed a drop of 
only 2 per cent. — which, considering the fall 
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in prices, must be considered as slight indeed. 
The main explanation for this astonishingly 
good result is to be found in the phenomenal 
construction activity, the number of new dwel- 
ling-units started in 1949 reaching the all-time 
high of 1019000. Automobile sales also kept up 
well. When the fundamental output of durable 
goods is so well sustained as it was in 1949 it 
is not difficult to bring about a recovery by 
relatively simple means, such as the easing of 
credit conditions which took place in the spring 
of that year. But for that very reason the real 
test in coping with the problems of a more pro- 
nounced depression is still to come, especially 
since such a depression will very likely be 
characterised by a decline in investments in plant, 
equipment and residential building (and not only 
in business inventories). Americans and others 
are, of course, at the moment anxiously asking 
themselves how long the present favourable in- 
vestment trend is likely to continue. 

No doubt the back-log resulting from the war- 
time scarcities is bound to disappear before 
long; but there will still be the requirements in- 
cidental to normal growth in the United States. 
It must not be forgotten that the country’s po- 
pulation is increasing at the rate of about 
I 500 000 a year; and the capital needed to equip 


such an increase with new houses, new tools 


and new services — utilities, shops and schools 
— is calculated to amount to some $12 to $15 
milliard a year. In addition, industry and agri- 
culture require capital to instal new gadgets of 
all kinds for the continued “rationalisation” of 
production in order to improve output per man- 
hour; in the same way, new and better buildings 
will take the place of old ones. 

According to a survey made by the McGraw 
Hill Publishing Co., a sample of manufacturers 
expected to reduce their expenditure on new 
plant and equipment from $14,3 milliard in 1948 
to $12,4 milliard in 1949, i. e. by 13 per cent. 
But the survey contains an interesting piece of 
further information: while in 1948 about one- 
half of the new capital had been used for ex- 
pansion on lines already in operation and one- 
half for improvement, the plans drawn up for 
1950 contemplate using only 35 per cent. for ex- 
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pansion and 65 per cent. for modernisation. There 
is thus a certain shift in the character of the in- 
vestments, and it is safe to say that in the field 
of modernisation there is much room for further 
useful employment of capital. 

Still, it has to be expected that, as so often 
before, an investment boom will not go on for 
ever. To postpone the evil day there is every 
reason, while the boom lasts, for doing one’s 
best to spread out the benefits of active invest- 
ment over as long a period as possible. A pro- 
posal, supported by the administration and now 
before Congress, aims at restoring those powers 
to regulate instalment credit which the Federal 
Reserve System possessed up to the end of 
June 1949 and which, if restored, could be used 
once again to spread the demand for (say) auto- 
mobiles over a somewhat longer period than 
would otherwise be the case (considering that 
the total of instalment credit has suddenly risen 
to record heights). In a similar way it might be 
useful to restrict, for the moment, the facilities 
for home mortgage financing in order to ensure 
that the house building, too, is spread over a 
longer period. 

The funds required to support the large volume 
of investment are, in the United States, furnished 
by a rich flow of genuine savings: in 1949 person- 
al savings are estimated to have reached a total 
$14,4 milliard, while net business savings (profits 
ploughed back into industry, etc.) came to $8,3 
milliard, the two together representing some 10 to 
II per cent. of the national income. Among other 
countries, it is only Switzerland that can parallel 
the rate of personal savings in the United States. 
Obviously, Switzerland has not within its own 
borders the same investment possibilities as the 
United States; the Swiss investor knows that he 
has to look abroad for fresh openings for his capi- 
tal. But even in the American market an increased 
interest is beginning to be shown in the financing 
of international trade transactions and in the in- 
vestment of American capital in industrial and 
commercial ventures abroad. It seems necessary 
to find new methods of approach and to establish 
new contacts; but a true basis for further develop- 
ments exists in the volume of current savings 
which, in the United States, is ample enough to 


sustain a dynamic expansion of the domestic 
economy as well as investments abroad. 


* = 


It was the collapse of the stock exchange in 
New York that in the autumn of 1929 started 
what became the great depression of the ‘thirties, 
which caused so much suffering through business 
failures and widespread unemployment; and it 
was precisely in the United States that the de- 
pression proved most intractable — even in 1938 
-—39 the number of unemployed in that country 
still totalled more than 9 million. As a result there 
has lingered in many countries, especially in Eu- 
rope, a great distrust of the capacity of the United 
States to maintain a more or less stable economy, 
and this has led to some hesitation about entering 
into any such definite arrangements as would tie 
individual national economies too firmly to the 
business fortunes of the United States. Such an 
attitude is understandable in view of the inter- 
war experiences; but it must not be forgotten 
that much has happened in the United States 
since the depression in the ‘thirties was at its 
height. Both in its main political and economic 
ideas and in its institutional framework the United 
States has probably changed more quickly and 
more profoundly than any other country in the 
western world. 

There are the two outstanding facts that, 
in its Own economy, the United States has dis- 
carded the simple “‘laissez-faire” policy and that 
America has turned its back on isolationism in a 
way which has some important economic impli- 
cations. No doubt the American economy will 
remain a free economy in that the main decisions 
about consumption will be taken by tens of mil- 
lions of consumers and the decisions about pro- 
duction by millions of producers, and in neither 
case by a few officials aS Was pointed out by 
Professor Sumner H. Slichter in an address given 
in New York before the American Economic 
Association on 30th December 1949. But Pro- 
fessor Slichter qualified this remark by stating 
that a greater general influence would be exerted 
by government agencies than in the past and that 
this would be done for the particular purpose 
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of attaining greater economic stability. He con- 
sidered it safe to say that American banks will 
never again be permitted to fail in such large 
numbers as they did between 1929 and 1932 and 
that, in general, steps will be taken to prevent 
monetary difficulties from depressing the econo- 
my. In contrast to the state of affairs in 1929, 
bank deposits in the United States are now in- 
sured up to a certain point at the moment a 
maximum of $5 000 per individual deposit ; about 
three-quarters of all employees in American in- 
dustry are covered by unemployment insurance ; 
the dangerous short-term second mortgages have 
been pretty well eliminated and the Federal Re- 
serve Board has been given authority to control 
stock-market credits. 

These represent important innovations — most 
of them introduced as a consequence of the great 
depression of the ’thirties. No doubt new problems 
will arise in the future and give cause for much 
concern. There is now, however, at the President’s 
right hand a staff of economic advisers who may 
be expected to analyse the situation at an early 
stage and propose remedial measures to be adopted 
without delay; the government is in fact under 
obligation to act if a depression sets in, and the 
pressure of public opinion is anyhow likely to 
ensure that the problems will be attacked with 
more boldness and vigour than in the past. No- 
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body can say for certain, of course, whether the 
government intervention will prove effective but, 
as mentioned above, it seems unlikely that, for 
instance, in the credit field the situation could 
ever again get so out of hand as it did in the 
thirties. 

While no really serious problems have present- 
ed themselves since the war came to an end and 
while some mistakes have no doubt been made, 
the general run of business since 1945 has not 
been too bad. It is possible to be too critical and 
hesitant and to entertain too great misgivings as 
to the management of economic affairs in the 
United States — forgetting, for instance that 
in the Marshall Plan the American people have 
shown a capacity for generous action on a scale 
which, however far the country’s own interest 
are involved, is in its way unequalled in the 
history of the world. Western Europe is bound 
to work more closely with the United States in 
the future and, indeed, looks forward to the day 
when full convertibility of its currencies into gold 
and dollars will knit the bonds of two-way trade 
still closer. But, for that very reason, western 
Europe has increasingly to concern itself with 
the business trend in the United States and to 
watch most carefully any measures taken to 
attain a higher degree of economic stability than 
in the past. ' 
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BY P. BRUNDELL, DEPUTY MANAGING DIRECTOR, SKANDINAVISKA 
BANKEN AB, STOCKHOLM 


In Sweden, bank cheques have never succeeded 
in becoming quite accepted by the general public as 
the safe and ready instrument they actually are 
for payments at a distance. No doubt, one of the 
reasons for this is the inconvenience involved in 
the necessity of writing a covering letter ad- 
vising the payee of how to apply the amount. At 
his end, the payee also has to sit down and com- 
pose a letter communicating to the remitter the 
glad tidings of the due receipt of the remittance. 
In other words, a great number of letters, causing 
loss of time and money, are unnecessarily ex- 
changed. 

Following up a suggestion put forward by the 
Skandinaviska Banken AB a few years ago, the 
commercial banks in this country have recently 
decided to supplement from May 2nd, 1950, their 
ordinary cheque forms with a new type called 
“brevcheck”” (mail cheque) which will render 
many explanatory letters uncalled-for in respect 
of cheque payments. The procedure is quite 
simple. In fact, the mail cheque is but an ordi- 
nary cheque provided with a special payee’s coun- 
terfoil on which the drawer can state relevant 
information such as invoice number, etc. in order 
to enable the payee to apply the cheque amount in 
the way intended. A similar type of cheque (the 
so-called “special cheque’), in a number of dif- 
ferent arrangements, is already in use by some 
important business enterprises. The space for the 
payee’s name and address on the mail cheque 
(“the order”) is arranged so that a window en- 
velope of standard size can be used when for- 
warding the cheque, thus greatly facilitating its 
handling. Before presenting the mail cheque to 
his bank for payment, the payee removes the 
counterfoil to be used for recording purposes. 

But has not the recipient at least to write a 
letter in acknowledgment of the remittance? No, 


not if he receives a direct request to omit this, 
which is attained by providing the payee’s 
counterfoil with a printed instruction to that 
effect. Now, someone will be prone to ask how it 
can be proved that payment has, in fact, been 
made, in case, later on, the invoice issuer were to 
send a reminder. In reality, this is much simpler 
than one could imagine. As a matter of course, 
the payee has to endorse the mail cheque to be 
able to cash it at his bank, and doing so he has 
so to say surrendered his receipt for the amount. 
When, subsequently, the cheque has been hon- 
oured by the drawer’s bank in due course, they 
will retain the cheque for a period of at least 
ten years. Should the drawer receive a claim 
for non-payment, he need only go to his bank 
requesting to have a look at the cheque at issue. 
If the cheque is not cashed, which in most cases 
can be ascertained from the balance of the ac- 
count, it may be assumed that the cheque has been 
lost. Payment of the cheque can then be stopped 
so that it will not be utilized fraudulently in case 
it has got into the hands of an unauthorized 
person, while, on the other hand, if the cheque 
has been honoured by the bank, proof to this 
effect can be obtained without delay. As a matter 
of fact, how much safer is not this receipt keeping 
of a bank compared with the old method consisting 
in a letter being sent from the payee acknow- 
ledging the receipt of the remittance, specially as 
private persons at any rate often promptly direct 
such letters or receipts to the waste-paper basket ! 

However, there may be conditions under which 
a special acknowledgment of a cheque remittance 
is necessary. This is often the case for i. a. the 
large business enterprises whose auditors some- 
times expressly demand a voucher for each pay- 
ment. In order to comply with such stipulations, 
the mail cheque is also available in a special type 


MAIL-CHEQUE of 31; 3-50. 


for Kr af 2032. Sad 


Mr. S. Anderson ~ 


Regeringsgatan 66 
Stockholm 


Message to the payee. 


7. 


Acknowledgement not required. 
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Mail Cheque for Big Business Firms. 


STOCKHOLM, .April 1st, 1950. Kp 16830:45 


SKANDINAVISKA BANKEN 5201 

Gustaf Adolfe Torg 22-28 Tel 108200 STOCKHOLM Pay against this cheque 

Kronor ONE THOUSAND EIGHT HUNDRED AND THIRTY 45/100 See gh tana axe seedy ecles alh acbe 
rs ay 


to Consolidated Swedish Steels AB 


AB Steel Export P.O. Box 369 
Fi ‘Nedin Gothenburg 


Drawer = q op 
N& 1160514 
MAIL-CHEQUE of 1; 4 1950 Message to the payee. 
for Kr 16830245 from 
AB Steel Export 
P.O. Box 67 
Stockhoiln In settlement of your invoices as per specification 
' below: 
No. 1671 of 3/3 Kr 45:- 
No. 1703 of 12/3 " 390:— 
No. 1784 of 19/3 " AGAs— 
No» 1904 of 27/3 " 707:— 
No. 1912 of 28/3 " 224:45 
Kronor 1.830:45 
AcRnowledgement not required. The slip to be detached by the payes. 


Size: 210 X 210 mm. 


Mail Cheque for Private Persons and Small Firms. 


* from 
~stockHoim, ALAC VK, 19.50. Kr LOO es 
SKANDINAVISKA BANKEN 5201 
me Gustef Adolfs Torg 22-24 pean hee STOCKHOLM Pay against this cheque 
: nehundrtd ———— 
: Kronor Mime MOE. seems ty 
1950, * . 
3 
3 9 M3. Saredish Seal bispate. : 


N& 116130 


Size: 105 X 175 mm. 
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whose counterfoil for the payee carries no request 
as to the omission of an acknowledgment. 

For their part, the Skandinaviska Banken 
has found it fit to supply their mail cheques in 
two different types, one having a smaller payee’s 
counterfoil and preferably intended for private 
use and for filling out by hand, and one having 
a larger counterfoil planned for the require- 
ments of business and usually for typing. When 
using this latter form it is also easy to make carbon 
copies for recording purposes if this is required. 
The reproductions shown here present a full idea 
of the two types. When these cheque forms are 
ordered it should be stated expressly if the forms 
are to be furnished with instructions as to the 
superfluousness of an acknowledgment, or not. 
As is evident from the reproductions, the counter- 
foils are in both cases provided with the name 
and address of the account holder which matter 
is taken care of by the bank before the dis- 
tribution of the forms. This detail must be con- 
sidered to give the mail cheques a_ greater 
measure of safety and at any rate facilitate their 
handling. That the printing of the said instruction 
on the forms, which at least until further has to 
be done centrally within this banking institution 
at any of its three principal offices, will somewhat 
delay the availability of the desired forms is un- 
fortunately an inevitable disadvantage which the 
bank will spare no efforts to reduce. As is the 
case with cheque forms of the ordinary type, the 


oe , , 
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 MAIL-CHEQUE of Siy¥ “SO, 
for Ke JIQOS— 
Mr. Eric Johnson 


_ Strindbergsgatan 45 
Stockholm 


denne [POM 


Message to the payaa, 


6 7% stig 


saaked ay) Aq payoesep oq oy 
a a a eg 


N2 116129 


Acknowledgement not required, 
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Skandinaviska Banken will supply their clients 
with mail cheques of the two types here re- 
produced free of charge, each type in two alter- 
nate choices in-respect of the acknowledgment in- 
struction. 

The mail chequés are, of course, not intended 
to oust the old cheque forms even though in prac- 
tice — perhaps after removal of the counter- 
foil when filling out the forms — they can very 
well be used in all those cases where the iatter 
are now employed. The most practical arrange- 
ment seems to be to use the mail cheques as a 
complement to the ordinary cheque book, prefer- 
ably the one of the smaller size, and to enter in 
this cheque book also the withdrawals made by 
mail cheques. If desired, however, special ac- 
count books will be supplied for entries of de- 
posits and withdrawals, the books to be kept with 
the mail cheque forms. On account of the above- 
mentioned additional printing of the name and 
address of the account holder on the mail che- 
ques, they will not — at least until further — be 
supplied ‘stitched together in cheque books but 
handed out loose in sets of 50 forms in cardboard 
covers. Here it should be pointed out that the 
mail cheque due to its size (105 X 210 m/m 
without the counterfoil) cannot very well be kept 
in the wallet, nor probably in the pocket. Obvi- 
ously, this new service will be quite expensive for 
the banks. rom this and also from other reasons, 
it is evident that the banks wish their clients to 
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consider the mail cheque as a privilege which will 
normally be reserved for the clients whose cheque 
accounts because of the size of their balances or 
otherwise justify such an increase of the expenses. 

One point that, in all probability, a great many 
account holders will raise concerns the risk in- 
volved in sending the instrument of value that a 
cheque is considered to be as an ordinary letter. 
Such a letter may, of course, be registered but 
then the postal rates are increased and there is 
also the inconvenience involved in having to de- 
liver at the post-office all letters to be registered. 

The risk of a fraudulent use of a mail cheque 
by a dishonest finder is presumably quite im- 
material when all things are considered. In most 
cases, the mail cheques will probably be addressed 
to firms and thus a great deal of deceitful cun- 
ning is required on the part of the defrauder in 
order to cash the “found” mail cheque. There is, 
however, an infallible way of completely fore- 
stalling any fraudulent use of a lost mail cheque, 
viz. by crossing it, 7. e., by drawing two parallel 
transverse lines across the cheque face as shown 
in the reproduction given here. 

By the law now in force, a bank can only pay 
for such a cheque to a person whom they know 
well. In Sweden, this regulation is applied in such 
a way that the banks demand the cheque amount 
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to be credited to the account of the holder — the 
indisputable proof of the holder really being 
known to the bank! It is obvious that the crossing 
may cause inconvenience if the recipient does not 
maintain an account with a commercial bank or 
receives the cheque when travelling. It is, there- 
fore, advisable not to cross a mail cheque when 
there are any uncertainties as to the recipient’s 
possibilities of presenting the cheque to a com- 
mercial bank and preferably to the very office 
where his account is kept. 

No doubt, the general public will find it very 
advantageous to use the mail cheques and_ this 
also from other points of view than those already 
touched upon. No time need to be wasted on 
queuing up at a counter when making payments 
by mail cheques. The cheques have only to be 
filled out at home or in the office and then put 
into an envelope and taken to the nearest letter- 
box. The mail cheques are fast, too. If a mail 
cheque is posted in Stockholm, the addressee will 
receive it within 24 hours almost at any place in 
Sweden and can then promptly cash it at his 
bank which fact may be of particular importance 
in many cases. In short, there is no simpler and 
faster system of making payments than by using 
the mail cheques. 


Mot Adeto MEAN] BY THE VALUE OF MONEY? 


BY ULRICH HERZ 


The value of money concept is one that has 
increasingly tended to take the centre of the stage 
in discussions on economic policy. The attitude 
taken by various interest groups and by the public 
authorities in the controversies regarding the 
distribution of wealth are more and more charac- 
terized by the so-called “index thinking”. At the 
same time, however, the concept “value of money” 
has become ambiguous and problematical. In 


certain cases this lack of clarity in the very con- 
ception has had the effect of obscuring or dis- 
torting the discussion of the political problems. 
There would therefore seem to be ample justifi- 
cation for an attempt, starting from a more theo- 
retical basis, to define and analyse the problems 
concealed behind this term, ‘‘value of money”, 
which has been given a lot of meanings. 

The following exposé is not intended as a 
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contribution to the current discussion on the cost 
of living and the index-regulation of wages. Nor 
is the author concerned to put forward any 
proposals for the reform of index calculations or 
to advance any special plea in the field of eco- 
nomic policy. The aim of this essay is exclusively 
to throw some light on the problem at issue. This 
is done in the form of a highly condensed account 
of the changing content which the concept “value 
of money” has, as it were, been given during 
different periods. In the last section an attempt 
is made to link up the results of this incursion 
into the field of the history of economic theory 
with some of the present-day problems that are 
influenced by the index figures. 


The starting point: the general problem 
of value 


In the older books on economic theory, the 
section on ‘“‘value”, which concept was considered 
to be the core of all economic theory, intended 
to explain the reciprocal exchange value of goods, 
or as it was later expressed, their relative prices. 
It was a characteristic of these older attempts to 
solve the problem that they premised the existence 
of an “immanent value” in the various goods. 
They thus believed in an objectively established 
hierarchy of values in which the position of the 
different goods was determined by the “utility” 
(conceived of as having an objective, physiological 
basis) that they seemed to have for the existence 
and welfare of mankind. 

The next development was the assuming of the 
theory of a single ultimate element of value, a 
certain quantity of which was believed to be pos- 
sessed by all the different kinds of goods. The 
classical economists on the one hand, and most 
socialists on the other, took it for granted that this 
ultimate element was identical with labour. The 
classical economist therefore strove to show that 
“in the last resort” the exchange value of a com- 
modity was determined by the various forms of 
labour that had gone into its making, 

The question why the classical economists 
picked on labour as the “ultimate element of 
value” is one we need not inquire into more 
closely. It is, however, important to note the 


quality that was considered to give labour a special 
position in relation to all other conceivable ele- 
ments of value. This is expressed by Adam Smith 
in the following words: “Labour alone, therefore, 
never varying in its own value, is alone the ulti- 
mate and real standard by which the value of all 
commodities can at all times and places be esti- 
mated and compared.” Here he is formulating the 
idea that the exchange relationships between the 
various goods may undergo continuous changes 
and that consequently there is a need for some 
“neutral” measure of value. This, it was thought, 
should be represented by a utility which would 
in itself be constant in value. 

It was not a long step from this to the sup- 
position of a general value (or price) level as a 
uniform expression of the relation between the 
ultimate element of value (labour) on the one 
hand and the total supply of utilities on the other. 
This relation was considered to be capable of 
undergoing changes in just the same way as the 
exchange relationship between two goods might 
be altered. A better utilization of the productivity 
of labour — for example, through increased speci- 
alization of labour — must have the effekt of 
making goods as a whole “cheaper”, measured in 
terms of labour. But here a dilemma was immedi- 
ately encountered. If goods become cheap in rela- 
tion to labour, it must imply, at the same time, that 
labour — the value of which can only be de- 
termined in relation to “other goods” — has itself 
undergone a change in value. The idea of a value 
that is “in itself unchanging” is thus logically 
inconsistent, since the term ‘“‘value”’, if it is to 
be used at all in an economic context, must be 
defined as a concept of relation. 


The exchange value of a unit of money 
in relation to goods 


The existence of a value-of-money problem had 
also been discovered from another point of ap- 
proach. Experience showed that a certain unit of 
money, for example a coin of a certain denomi- 
nation, did not always have the same exchange 
value — the same “purchasing power” — in 
relation to goods. Thus, even starting from the 
idea of the “purchasing power of a unit of 
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money” people very soon found themselves faced 
with the problem of absolute prices or “the gen- 
eral level of prices”. 

In its purest — and at the same time its most 
naive — form, the doctrine known as metallism, 
as formulated in the later Middle Ages, stated 
that the change in the value of a unit of money 
(in practice they only had to consider a deterio- 
ration of value), must be due to tampering with 
the metal content of the coin — a theory which 
in that age, when debasing the coinage was such 
a frequent occurrence, was by no means unrealistic. 
The older metallists still held the view that the 
metal of which the coin was made possessed an 
“immanent” i. e. unchanging, value. It was there- 
fore considered that the value of a full-weight 
coin in relation to other goods could not vary. 

The great revolution in prices that occurred in 
the 16th century made it clear, however, that the 
value of the metal must be a function, among 
other things, of its quantity. (Even the so-called 
“quantity theory” of the value of money was 
therefore by no means unrealistic when it was 
advanced.) Consequently the doctrine of metallism 
was modified in that the metal — people were 
then thinking in the first place of gold — was 
considered to be relatively constant in value. Gold 
assumed, in the thinking of many, a role similar 
to that which the classicists wished to assign to 
labour. It was considered highly suitable, there- 
fore, for use as a measure of value. Linking the 
currency of a country to gold was a way of cre- 
ating the possibility of keeping the domestic price 
level under control. 

At the same time the opinion came increasingly 
to be held, in the general theory of value, that the 
exchange value of a commodity was determined 
by supply and demand. Consequently the real or 
supposed constancy of value of gold was ex- 
plained by reference to the relative constancy in 
both the supply of and the demand for gold. But 
at any rate with regard to the supply of gold, it 
soon became impossible to cling to this view. As 
is well known, the latter half of the 19th century 
saw a number of important new discoveries of 
gold, and the world once more experienced con- 
siderable secular price-level changes, which were 
obviously the result of changes on the supply side. 
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The so-called production-cost theory repre- 
sented an attempt partly to take due account of 
this new factor and partly in some measure to 
bolster up the old thesis of an “objective” basis 
for the purchasing power of money in relation to 
goods. This will, by closer observation, be found 
to be a variant of the classical labour-cost theory: 
the labour expended in producing a kilogram of 
gold is compared with the labour used for pro- 
ducing a certain quantity of another commodity. 
The purchasing power of the gold in relation to 
any given commodity is assumed to be determined 
by the comparative labour costs. The general price 
level is defined as the average purchasing power 
of gold in relation to all commodities. 

It was not difficult to show that this theory 
was incomplete and misleading in several respects. 
The criticisms levelled at it could be summed up 
in the statement that the value of gold, like that 
of other commodities, is determined by supply 
and demand, and that changes in either factor — 
and thus not on the production side alone — may 
lead to changes in the purchasing power of gold. 


As people studied price-level fluctuations on 
these lines, both theoretically and empirically, 
they began to grow increasingly conscious of the 
problematic nature of the term “the general price 
level”. In the first place it was seen that, as the 
relative exchange value of goods is undergoing 
continuous changes, the very idea of the (average) 
exchange value of the unit of currency in relation 
to other goods contains an element of contradic- 
tion. Suppose, for example, that there are two 
commodities, A and B. Suppose further that the 
price of A rises by 10 per cent. while that of B 
falls by 5 per cent. Are we to say that the price 
level has risen or fallen, and if so by how much? 
The question cannot be answered decisively. The 
relative importance of the two commodities (in 
relation to a third factor) must be “weighed”, 
in which process, however, a number of different 
principles may be followed. The problem is 
further complicated by the fact that the aggregate 
of commodities which constitutes the object of 
comparison, is continuously changing as to its 
composition. Suppose that in a certain year there 
are produced 10 units of commodity A and 9 units 
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of commodity B, and the next year 9 units of A 
and 10 units of B. It is not possible to say from 
this whether the production in the second year 
represents a greater or smaller volume of pro- 
duction — a better or a worse “‘supply” — than 
that of the first year. In practice the solution of 
the problem is sought in valuing the two com- 
modities at prevailing prices. Such a procedure 
will, however, at once give rise to problems in 
cases where the exchange relations of the two 
commodities have undergone fluctuations during 
the period. The “index problem” dilemma basic- 
ally consists in the fact that the fluctuations in 
the value of money are to be expressed by 
measuring changes in the aggregate of goods, and 
these cannot, in realistic conditions, (changing 
quantity relations) be expressed without the aid 
of prices. The problem, which recurs in various 
guises in index calculations, is one that is in 
principle insoluble. 

In the second place it was found that a change 
in the price level arising from the money side 
(for example, as the result of a great increase in 
gold production) does not proceed in a “linear” 
fashion so that all prices change in the same 
proportion, but that a monetary impulse of this 
kind regularly causes changes in the price 
structure itself. Thus a start began to be made 
(thanks not least to Wicksell’s contribution) with 
the discovery of the dynamics of price movements, 
especially with regard to the relation between the 
prices of capital goods and consumption goods. 
This problem captured the interest of economists 
to such an extent that the question of the “general 
price level” and its fluctuations has been al- 
together pushed into the background, all the more 
so since no practical problems of importance 
appeared to be associated with this question. 


The value of money as an index problem 


At the same time, however, it has come to be 
realized that the problem of the “general price 
level” was in fact incorrectly formulated. The idea 
of the value of money — whether it be gold or 
abstract, substance-lacking money — in relation 
to all other goods, was found to be untenable, 
above all in a strongly “dynamic” community in 
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which not only were the relative prices under- 
going continuous changes, but the volume of goods 
and its composition were also unceasingly varying. 

It was in this situation that the idea of a defi- 
nition of the value of money in terms of an index 
was born. The calculation of an index is, one 
might say, a practical, compromise solution (in 
the main a successful one) of the theoretically 
insoluble problem. Many difficulties arise in index 
technique (choice of formula, changes in quality, 
and so forth) but basically it is always the same 
old hydra rearing up yet another head. The com- 
promise lies mainly in the fact that the field for 
comparison is limited, since the comparison is 
made between money on the one hand and a 
representative selection of goods on the other. 

It should be observed how the very formulation 
of the problem has been altered as the result of 
the arrival of the index definition: at first, the 
starting point was the axiom that there must exist 
some ultimate value in relation to which the value 
of all other goods could be measured. But in the 
struggle with the difficulties which arose in the 
attempt to solve the problem in this way, it became 
more and more the tendency to assign the “‘con- 
stancy” to the goods side. The index definition 
of the term 
certain representative combination of goods is 
postulated as the constant element and the value 
of money is then treated as the variable sought 
for. Even with this method, however, there re- 
mains a difficulty, in that no absolute constancy 
(in the aggregate) can be premised if the whole 
procedure is to have any practical meaning. The 
attempt is made to counter this difficulty with 
the help of ever more refined statistical methods 
(such as “chain” index and the like). These, 
however, can at best only reduce the sources of 
error, and can never entirely eliminate them. 

The “index” figures give us, consequently, a 
method of defining “value of money’. In practice 
the cost of living for a certain social group has 
been mainly used in this method. With this as a 
starting point one might advance, for example, 
to the following definition: ‘By value of money 
is meant the purchasing power of a unit of money 
in relation to the standard of living of a certain 
social group, this standard being represented by a 


“value of money” implies that a 
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given selection of goods.” For this index calcu- 
lation to give an exact result, it is necessary to 
assume that this combination of commodities is 
not subject to change. As, however, the interest in 
changes in the value of money is motivated by 
purely practical considerations, it is, as pointed 
out above, constantly necessary to compromise by 
paying regard to the changes that are in reality 
going on all the time in the composition of the 
aggregate, the quality of the goods, ete. 


The problem of the external value of money’ 


With the growth of trade among the different 
states, the problem of the external value of money 
— that is to say, the exchange value of a country’s 
currency in relation to the currency of other 
countries -— assumed increasing significance. One 
important contributory cause of the introduction 
of the gold standard was that a mechanism was 
secured with the help of which a balance could 
be established between the “internal” and “‘ex- 
ternal” value of the currency. The international 
“rules of play’’ for the gold standard constituted 
a guarantee that the external value of the indi- 
vidual currencies would be kept as constant as 
possible. (Aberrations were limited by the so- 
called gold points.) The external “normal value” 
of a currency could be defined as “the amount of 
gold that could be purchased with a unit of 
currency’. At the same time, however, the gold 
standard provided a possibility of stabilizing the 
internal value of a currency, at any rate in the 
long run. The provisions as to note cover, con- 
vertibility of paper money into gold, and coinage 
rights, together with free gold movements be- 
tween countries, constituted a guarantee that the 
internal value of a currency could not diverge 
for any length of time or to any appreciable 
extent from its external value. So long as the 
“rules” were followed, then, the price level in all 
the countries on the gold standard could, in the 
long run, only change in the same direction; 


' For valuable he’p in the formulation of the ideas ex- 
pressed in this section the author is under a debt of gratitude 
to Mr. Borje Kragh of the Institute of Economics at Uppsala. 
Mr. Kragh was also kind enough to read through and criticize 
a preliminary draft of this article, and to draw my attention 
to a number of important points which I have tried to in- 
corporate in the final version. 
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“autonomous” price movements in one country 
were rendered practically impossible. 

Later, the purchasing-power-parity theory of 
Cassel constituted an attempt to show how a 
certain parallelism between external and internal 
value could be preserved, even after the gold 
standard was Now, however, the 
institutional ties were lacking, and there was thus 
no guarantee that the two series would in fact take 
a parallel course; indeed in many cases they 
palpably failed to do so. 

The various attempts to link together internal 
and external value should not, however, be allowed 
to obscure the fact that there are really two 
separate problems involved. The content of the 
problem of external value may be said to be the 
following: a country may decide to regard a 
certain foreign currency (or some metal with 
international market, such as gold) as a measure 
of value for the external value of its own curren- 
cy. Such an assumption need not, however, be 
identical with the view that the foreign currency 
chosen (the dollar, the pound sterling or gold) 
has any “‘absolute” value; such a view would be 
purely metaphysical. Indeed, the value of the 
currency that is taken as the “norm” may itself be 
assumed to vary both in relation to other curren- 
cies and in purchasing power as regards any 
aggregate of goods. The foreign currency is 
simply postulated as “a constant’, 1. e. as a 
measure of value. The changes in the value of 
money that may be discovered with the aid of 
such a measuring rod, that is to say the changes 
in the rate of exchange quoted on a free market 
(or on the black market, if there is currency 
control), then reflect the productive capacity of 
the country’s own economy in relation to that of 
other countries — or, to be more exact, the 
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changes in this relation. The rates of exchange 
ruling express, in the circumstances mentioned, 
the changes in the balance of payments and the 
general opinion of the future development of 
that balance (currency speculation!). 

It should be noted that in a certain sense such 
a way of determining the external value of a 
currency may be said to be perfectly defined; 
no correspondence with the insoluble problem of 
the index has been found. But on the other hand 
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it is relatively difficult to decide exactly what a 
change observed in the external value of a do- 
mestic currency may be said to indicate. It has 
only the immediate effect of showing that the 
economic development in the country has not kept 
parallel with the developments abroad. But dis- 
crepancies in development may of course be 
caused by a number of different factors. In gener- 
al no parallelism between the development of ex- 
ternal and internal price levels can be supposed 
to exist, and thus it is not possible to draw any 
immediate conclusions with regard to any changes 
in the internal value of the currency. 

Of course, even in the case of free currencies 
there is some economic connection between the 
external and the internal value. But this con- 
nection arises as the result of a number of con- 
necting links, each of which is influenced by a 
number of other factors. In many concrete cases, 
therefore, only a complicated analysis of the 
course of events can decide what relevance a 
change of external value may be supposed to have 
or acquire to a change in the internal value. 

In addition there is a further difficulty. The 
principal reason for the abandonment of the gold 
standard was, as is well known, that it was de- 
sired, for motives of economic policy, to break 
the automatic connection between external and 
internal value: the countries wished to have a 
free hand to be able to exert influence on either 
sphere with the aid of different instruments of 
economic policy (“autonomous trade cycle policy”, 
“discriminating trade policy”, etc.). As everybody 
knows, this was not done for any doctrinaire 
reason but because of a compelling necessity. The 
same compulsion exists to-day in the sense that 
a return to a uniform currency system — if such 
were possible — would in certain circumstances 
force us to depart from principles of economic 
policy that certain political forces regard as be- 
yond discussion (for example, the maintenance 
of full employment). 

The external value of a country’s currency must 
therefore for the present be defined without refer- 
ence to its internal value. The question as to 
which foreign currency should be chosen as the 
measure of value must be decided in accordance 
with estimates of the stability of the various 


currency areas in the long run and of the trade 
policy situation of the country itself. As mention- 
ed before, gold also may serve as the measure of 
value, at any rate as long as it is internationally 
acceptable and not subject to excessively abrupt 
changes in respect of supply and demand. The 
fact that in the present situation countries are 
inclined in most cases to choose the dollar as the 
measure of value rather than gold, is probably 
mainly because at present it seems to be the pur- 
chasing power of the dollar (in goods) that deter- 
mines the price of gold, and not vice versa. This, 
however, will not necessarily continue to be the 
case; there seem to be some indications that gold 
might have a renaissance as an international 
means of payment, and if that happens it might 
well come about that even the external value of 
the dollar would be judged in accordance with the 
price of gold. 


The price index as an instrument of 
economic policy 


So far as it has been carried up to the present, 
our discussion of the problem has demonstrated 
that the term “value of money” is a conventional 
expression, which can have a different content 
according to the practical aim envisaged. Ex- 
pressing the matter rather more precisely, we 
might say that there is no “reality” behind the 
concept “‘value of money”; it may best be de- 
scribed as a theoretical construction, a model. We 
can with advantage use different definitions of 
the value of money when dealing with different 
problems. As a matter of fact there is little point 
in having a “universal” value-of-money concept. 

From the point of view just expressed it is 
evidently an advantage that in this country we 
have no fewer than three (official) price-index 
series at our disposal. A comparison between the 
price changes indicated by these series can give 
us, among other things, valuable information on 
the dynamic changes in the price structure. Each 
of them also gives us the answer to certain 
specific questions. For reasons of space, we must 
confine ourselves to dealing with some of the 
more important problems associated with the 
cost-of-living index. 
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The cost-of-living index of the Social Board is 
designed to measure the changes in the cost of 
living of the social stratum (workers and clerks 
at a certain income level) that provided the 
material for the construction of the “index 
family’s” budget, the “index family” being a 
statistical creation showing the average conditions. 
In practice this index may be said to serve two 
closely-related purposes. First, the cost-of-living 
index has to provide the parties in the labour 
market with a basis for deciding the question of 
the relation between nominal wages and_ real 
wages. Secondly, the index may give the Govern- 
ment the possibility of carrying out an income- 
distribution policy that aims at an unchanged 
standard for the “index family” (or, if circum- 
stances are such that a reduction of the real 
standard of living for the whole population is 
unavoidable, at the maintenance of the existing 
relative “shares” in the distribution). 

The utility of the cost-of-living index in both 
these respects will depend first and foremost on 
whether or not the distribution problem that is to 
be solved has reference to the social stratum of 
the “index family”. At present we have little or 
no knowledge of the “spreading effect” (with 
respect to different income groups) of a general 
change in prices. Consequently we know very 
little of the representativity of the cost-of-living 
index for social groups other than that of the 
“Gndex family”. From this point of view it is 
highly desirable that we should have parallel cost- 
of-living indices for other social groups, especially 
for those that may be supposed to have a different 
type of consumption from that of the present 
“index family” (for example rural populations, 
old-age pensioners, large families etc.). Such 
series are now being worked out by the Social 
Board. Until we have a more secure basis for 
judging the representativity of the present cost- 
of-living index we should always be careful not to 
regard this index as a general measure of the 
cost-of-living development in different groups of 
the population. This rdle of caution has not always 
been observed in political discussions. 

Another question is, however, whether the cost- 
of-living index of the Social Board gives a true 
picture — in its present form — of the changes 


in the cost-of-living for the social class of the 
“index family’. This question may generally be 
answered in the positive. With the care that is 
devoted to the gathering and treatment of the 
material and the refinement that the index tech- 
nique itself has achieved, there is no reason to 
“distrust” the index. The insolubility of the theo- 
retical index-problems discussed above is scarcely 
of such great practical importance as to distort the 
results to any significant extent. 

What, hovewer, makes the cost-of-living cal- 
culations questionable from the point of view of 
practical politics is the uncertainty as to what it 
is that is to be measured. As is well known, it is 
especially the question of the role of taxes, social 
services and price subsidies in this connection that 
has given rise to discussion and differences of 
opinion. How these matters are to be treated from 
the index point of view depends entirely on how 
the objects of the cost-of-living index calculations 
are formulated. The decision in this question is 
a matter of pure convenience. From the scientific 
standpoint no other conditions can be made than 
that the objective chosen should receive a proper 
formulation and also that, when chosen, it should 
be kept to consistently. 

For my part I wonder whether it would not be 
best for the cost-of-living index to be given such 
a definition that public measures aimed at bring- 
ing about a redistribution of income should in 
principle not be allowed to influence the index 
figures. The latter should, therefore, exclusively 
reflect the effects of changes in market prices, 
and in this connection it must be premised that 
these do not contain any element of (indirect) 
taxation. (For various reasons the last-named 
condition cannot be maintained in practice.) The 
argument for such a solution consists in the fact 
that the motives for an income redistribution on 
the one hand and for compensation for high 
living costs on the other are of entirely different 
kinds. Social advantages of the “childrens al- 
lowance” type are intended actually to raise the 
standard of the family with children, not to com- 
pensate it for any increase of the cost-of-living. 
According to this reasoning, of course, direct 
taxes should also be excluded from the index 
calculations, quite independently of whether an 
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increase in the tax for a certain income category 
corresponds to a proportional increase of the pos- 
sibilities for collective consumption for the same 
category. The division of the total tax burden 
among the different income groups is itself de- 
cided by other motives than a desire to give com- 
pensation for increased living-costs. 

The discussion on the decision to subsidise 
prices following the devaluation, in the writer's 
opinion, served to prove that an index definition 
which does not keep clear of the distribution 
policy point of view may easily spread confusion. 
There is danger that the original purpose of the 
index may be lost sight of. While the index was 
originally constructed as an instrument to show 
whether a change in the cost of living for the 
“Sndex family” had occurred, after the devaluation 
it was a matter of preventing the index from 
showing any effects. The motive of price sub- 
sidizing was based on the distribution policy: it 
was not desired that the burden of the devaluation 
should be borne by the social group of the “index 
family”. But another motive was mixed with this: 
it was not possible to allow the index to rise, 
since this would have set the price-wages spiral 
in action. Subsidization, which in the existing 
circumstances was unavoidable, was however cap- 
able in two ways of causing misconceptions of the 
aim of the index calculations. On the one hand 
the method chosen — that of keeping the cost- 
of-living index as nearly unchanged as possible 
— obscured the fact that the decision de facto 
implies a redistribution of income in favour of 
the “index family”, and therefore to the dis- 
advantage of other social groups. On the other 
hand the price subsidization measures gave fresh 
nourishment to the deeply rooted suspicions of 
the index, which for many now more than ever 
appeared as a “political” device. Both these mis- 
apprehensions are based, in the opinion of the 
writer, on the fact that the definition of our 
present cost-of-living index is not completely 


consistent, in that the frontier against the re- 
distribution aspect is not drawn clearly enough. 

The root and origin of the dilemma that people 
found themselves in after the devaluation was 
however ultimately to be sought in the fact that 
the authorities had bound their hands by the index 
clause in the 1947 agreement on the salary con- 
ditions of state employees. The unconditional 
gearing of wage demands to the index figure 
allowed of no other solution than subsidization. 
The unfortunate thing in such a linking is prin- 
cipally that no regard is taken to possible changes 
in the total supply level of the social economy. In 
an extreme case indeed it is conceivable that an 
increase in the index may reflect a precisely 
similar percentage reduction in the supply of goods 
and services in the community. In such a case 
a mechanical compensation must therefore imply 
a redistribution in favour of the “index family”, 
and therefore in fact an ‘“‘over-compensation” for 
this social group. 

From the points of view here put forward we 
come therefore to the conclusion that an un- 
conditional, automatic gearing of salaries to the 
index may lead to unreasonable consequences and 
must consequently be considered unsuitable. The 
index calculations should remain indicators for 
such changes in the standard as are not caused 
by decisions motivated by distribution policy. 
In this unadulterated form they could guide both 
the parties in the labour market and the Govern- 
ment as to the attitude they should take up in the 
controversies on distribution policy. But these 
attitudes should be determined also by other 
factors than a superficial “index thinking”. The 
Government and the economic interest groups 
should not bind themselves in advance to allow 
their actions to be dictated by the outcome of the 
index calculations. In that case, too, it would not 
be necessary to take the doubtful course of every 
now and then changing the scale of the useful 
instrument that the index series constitute. 


~~ © 


Ovarterty Review. 


APRIL 


wr 


1950 4 


THE RIKSBANK AND. THE VALUE OF MONEY 
COMMENTS ON A DIAGRAM 


Ever since March 1940 the supply of money 
has been on the increase, almost without a break, 
as a result of purchases of foreign exchange and 
bonds by the Riksbank. New money has passed 
into circulation whenever the Bank has acquired 
foreign currencies from exporters and shipping 
companies, and the Bank’s purchases of bonds 
and Treasury bills have produced a similar effect. 
Whether the securities in question have been 
bought in the open market or direct from the 
borrowers, the National Debt Office or mortgage 
institutions, the money paid out has sooner or 
later found its way into general circulation and 
has given rise to an increase in the note circula- 
tion and bank deposits. The control of the supply 
of money by the Riksbank is therefore obviously 
not merely a matter of internal banking tech- 
nique. Because of its importance for the main- 
tenance of the value of money it deserves more 
general attention than it has hitherto received. 

The following exposé begins with a short ac- 
count of actual developments, without entering 
into the question of what might or might not have 
been gained by pursuing a different monetary 
policy. In connection with a subsequent descrip- 
tion of the present situation, some reflections 
are offered on the influence of Government bor- 
rowing on monetary policy. 

From the beginning of 1939 until the end of 
1949 the Riksbank’s holdings of gold and foreign 
exchange, bonds and Treasury bills increased 
from roughly 2160 million kronor to nearly 
4400 million kronor, At the same time the note 
circulation rose from about 960 million kronor 
to about 3 100 million kronor. In each case the 
increase was of the order of 2 200 million kronor. 
The development is shown in greater detail in 
Diagram 1, which may be regarded as repre- 
senting a summary of the similar diagrams that 
have been published in the regular economic sur- 


veys in this Quarterly. In the diagram it is possible 
to distinguish four different periods, during 
which different factors determined the develop- 
ment of the money market. 

The first of these periods extends from the out- 
break of the war in September 1939 until April 
1940, when our trade connnections with the west 
were cut off through the German occupation of 
Denmark and Norway. This short respite was 
used to increase our stocks of essential com- 
modities by importation of the goods required. 
About 800 million kronor of the Riksbank’s for- 
eign exchange reserves was used in this way. 
Large sums came into the hands of the Bank 
in payment for foreign exchange. while there was 
no outflow of comparable dimensions from the 
Bank to the market as a result of bond purchases. 
This contraction on the money market did not, 
however, lead to a reduction of the note circu- 
lation, in the first place because more notes were 
put in circulation to meet the increased need for 
cash at a time of military and civil preparedness. 

The second period covers the time from April 
1940 to the middle of the first year of peace, 1946. 
While the blockade of the war years was in oper- 
ation there was only a very small trickle of im- 
ported goods coming into the country through 
the so-called safe-conduct traffic. Among other 
things, the freight receipts from our merchant 
fleet on the other side of the mine-belt helped to 
keep up our income from abroad. During the first 
months after the end of the war, also, an export 
offensive was started ; in some branches of industry 
preparations for this offensive had been in hand for 
some time previously in the shape of production for 
stock. The whole of this period, therefore, is char- 
acterized by a considerable income surplus in our 
transactions with foreign countries, and the Riks- 
bank increased its gold and exchange reserves by 
roughly 1 700 million kronor. In payment for the 
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foreign exchange to the central bank took place 
and which received the proceeds for account of 
their customers. This development can be re- 
garded as a continuation of what happened in the 
1930’s, when the net receipts of foreign exchange 


purchases of foreign exchange and, during the 
first years of the war, also of bonds, there was a 
steady stream of money from the Riksbank to 
the market and in the first instance to the com- 
mercial banks, through whose agency the sale of 


Diagram 1. The Riksbank’s note circulation and holdings of gold, foreign exchange, 
bonds and Treasury bills. (Mill. kronor) 
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4. Note circulation outside the commercial banks. 


2. Holdings of bonds and Treasury bills. 


Mill. kr. i 
Mill. kr. 
5000 ; — 5000: 
| | ice 
| | | 
PERIOD lls 4 PERIOD IL [> |< PERIOD Il; —> | <—+- PERIOD IV 
| | | | 
| ‘ie | | 
| | i chiles 
| | / | } 
| | 1 / 
4 
4000 me Lig 
! | pia: ! met |. a 
| | | 
| | ae | 
he Ps: 
! ies, ) | 
| 
i 
| | 3 pc 
3000 +. 4 A aN 
| ' fe 3000 
| i F 
| a 
. i is 
; ry | 3 a 
ie oi a 
oe , P| Z | 
| od hd 
| <r 
ABs | | 
2000 + feared’ | / | | 
| ri es: / en tae | +— 2000 
! ; i 
| : / | 
| H | | 
1 oN 
| a | | 
| } | / 
hemi 
1000 bake 4 1 
at es 3) a A 1000 
pe, | 
i hal 1 | 
Lory | 
ns ed, | 
\ pane sal ‘ | i | 
pave \ i} | 
‘% — V) \ ‘ } 
Mtn ed y 
. | 
1940 1941 1942 
1943 1944 1945 1946 1947 1948 1949 1950 ° 


Note. During years i | 
Rates ae asta bby? ye Sey also gave credits to the National Debt Office otherwise than against bonds 
ee ara Sables: ah os 1949 the book value of the Riksbank's gold and foreign exchange reserves were, 
a n consequence of the- appreciation and depreciation, respectively, of the value of the krona 

4 ese facts, however, have no essential bearing on the arguments put forward in the text, which in 


fact as regards the last few 
years are based on th ik : “1, : : 
mney inariee € special calculations of the Riksbank regarding its transactions with the 
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gave rise to a large increase of bank deposits and 
an abundance of money which inaugurated the 
“cheap money” policy in this country. The cor- 
responding increase in deposits during the war 
years was not required for the financing of the 
productive apparatus, which at that time was 
largely employed by, and received its working 
capital from the state. The new accessions of 
money were therefore used by the banks for large 
investments in Government securities. By fi- 
nancing the largely unavoidable but none the less 
inflationary expenditure of the state the deposits 
thus contributed indirectly to the rising inflation. 

The third period, extending from the middle of 
1946 until the middle of 1948, is characterized by 
a rapid and marked diminution of the Riksbank’s 


Diagram 2. Deposits of the Commercial 
Banks. (Mill. kronor) 
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Figures adjusted for seasonal variations. 
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foreign exchange reserves to pay for the huge 
imports of the period and by an equally rapid 
but even more marked rise in the Bank’s holdings 
of bonds, which was connected with the fact that 
the savings banks were selling bonds, and the 
commercial banks were reducing their portfolios 
of Treasury bills and shortdated bonds, in order 
to meet the increased demand for credit. The 
Riksbank was therefore paying out to the market 
greater sums than it was receiving for its sales 
of foreign exchange, with the consequence that 
the supply of money in the country further in- 
creased, 

The last and present period is that since the 
middle of 1948. This period is characterized by 
an increase, gradual at first but quite considerable 


Diagram 3. Liquid assets of the commercial banks, 
including bonds and Treasury bills. (Mill. kronor) 
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Figures adjusted for seasonal variations. 
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Notes on Diagrams 2 and 3. In consequence of the deduction of taxes at the source there is now a two-monthly rhyhtm 
o 


on the Swedish money market. During the months when tax is not paid money accumulates in the accounts of firms with 
the commercial banks, and both deposits and liquid assets increase. During the months when tax has to be paid, on the 
other hand, the deposits and liquid assets are reduced. A corresponding ebb and flow is also to be observed in Government 
borrowings and in the Riksbank’s holdings of Government securities, 
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after April 1949, of the foreign exchange reserve 
in consequence of the favourable balance of trade 
attributable inter alia to the imposition of export 
restrictions. As the Riksbank has at the same time 
maintained its holdings of bonds on the whole at 
the same level, the result of the acquisition of 
foreign exchange has been a further flow of 
money into the market. As to the motives of the 
Riksbank’s omission to keep the supply of money 
constant by selling bonds, it is only possible now 
to refer the endeavour to preserve the three-per- 
cent. level for long-term gilt-edged bonds. 

In the foregoing, the trend of events has been 
illustrated only by facts regarding the changes in 
the Riksbank’s holdings of foreign exchange and 
bonds. Following the recent discussion on the 
“cheap money” policy, however, the Riksbank 
supplied supplementary details which, although 
available in the reports of the proceedings of the 
Riksdag have probably not received much pub- 
licity. In its latest annual survey, the Institute of 
Economic Research has also examined the matter 
more closely. The following picture of the de- 
velopments of the last three years can be given in 
connection with the information thus available. 


Flow the transactions of the Riksbank have affected 
the money market 


Increase in supply of means of 1947 1948 1949 
payment: (Million kronor) 
Wotesuin’ circulation 72. = ty a7 28) =aarys 


Commercial banks’ balances on 
current account with the Riks- 
[Seba ee Tay tui Bow) Ges eee) (Sep caha 


Total + 118 


+ 183 + 6 
+ 401 + 181 


This increase has come about as the result of: 


Net result of the Riksbank’s pur- 
chases (+) and sales (—) of 


gold and foreign exchange . .— 1223 — “An + 428 
and of bonds and Treasury bills + 1204 +570 — 133 
Net result of other transactions . + 137 + 3s — 4 

Te LO eet SOOM Nera Tr 
Deduct: Amounts paid in by com- 
panies ‘to blocked accounts at 
oe IWS Ge Goa Gee nil —129 —110 


Net total + 118 + 4o1 Lon 


It will thus be seen that the supply of money 
increased by no less than 82t million kronor 
during the years 1948 and 1949 alone as the result 


of the actions of the Riksbank. Taking into con- 
sideration the fact that in compliance with the 
law joint stock companies paid in sums amounting 
to 239 million kronor — a countermeasure which 
was inadequate and of only temporary effect — 
the net outflow of money from the Riksbank was 
about 582 million kronor for the last two years. 
We thus find ourselves in an economic situation 
of the same type as that prevailing in the 1930’s 
and the period 1940—46. We have an income sur- 
plus on our foreign transactions. The extensive 
purchases of foreign exchange by the Riksbank 
are pouring money out on to the market. To a 
large extent this money finds its way to the com- 
mercial banks, whose deposits and cash surpluses 
are greatly increased. The fact that this has been 
the case in the years 1948—49 may be verified in 
Diagrams 2 and 3. Whether the inflow of foreign 
exchange into Sweden will continue or not is, of 
course, not certain, but it appears by no means 
improbable if we take into consideration the trend 
of imports and exports. 

During the last ten years, and not least during 
the last two vears, the Riksbank has thus main- 
tained larger holdings of bonds than was desira- 
ble in view of the situation on the money market. 
The explanation is, of course, that the market has 
not been able to absorb all the new loans in spite 
of the fact that there has been a certain ‘‘ration- 
ing” of new issues and that the Riksbank by 
favouring the short-term Government borrowing 
has learned to use up some of the excess of short 
money called into being by its own monetary 
policy. Thus, as a percentage of total Government 
debts, short-term (“temporary”) borrowings have 
increased from about 10 per cent. in 1933 to 27— 
28 per cent. in the last few years and to 30 per 
cent. if medium-term borrowings are included. 

The Governments debt has increased by no less 
than 768 million kronor in the course of the last 
two years, and a further increase of perhaps 500 
million kronor may be expected during the next 
financial year. This is connected with the fact that 
a considerable amount of borrowing and_utili- 
zation of funds takes place outside the budget, on 
account of appropriations voted earlier. For the 
period from the middle of 1948 to the middle of 
1950 these ‘deferred appropriations” are esti- 
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mated to have fallen from 4000 to 3 000 million 
kronor, but the amounts outstanding continue to 
be a serious threat to equilibrium in our monetary 
economy. Savings have undoubtedly fallen sharply 
owing to the policy of low interest and high tax- 
ation. There is also general agreement that a 
further raising of direct taxation is impracticable. 
If public expenditure cannot be considerably 
reduced, its financing in such circumstances must 


be effected either at the cost of the value of 
money and promised social benefits, or by in- 
direct taxation, which especially falls on the very 
people whose conditions of life it is desired to 
improve. The conclusion is unavoidable, therefore, 
that Government borrowing constitutes a threat 
to our standard of living, so long as it is not 
possible to reduce public expenditure or increase 
savings. 


Pane 


THE ECONOMIC SITUATION DURING THE 
FIRST QUARTER OF 1950 


The General Situation. The transition from a 
seller’s market to a buyer’s market has meant that 
there is now a better correspondence between 
production and demand within the country and 
that conditions for paying for the import goods we 
need out of the proceeds from exports are now 
more favourable. The sharp increase in consump- 
tion that characterized the first few years after 
the war did not appear last year, and during 1950 
no greater increase in consumption is expected 
than is consonant with the growth of the popula- 
tion. A firm desire to buy is, however, reported 
from important sections of the retail trade. Buying 
in anticipation of price-rises has ceased, and the 


Federation of Industries Production Index. 
(1935 = 100.) 
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reduction that has occurred in the order stocks of 
a number of industries has mostly had the effect 
of restoring these to more normal proportions. 
According to the Institute for Industrial Research 
the order stocks of certain factories were suf- 
ficient to cover 18 months’ work in September 
1948 and 15 months’ work in September 1949. 

Total production, on the other hand, is estima- 
ted to have risen last year by not less than 3,5 
per cent, and the probable increase for the 
present year is expected to be between 2 and 3 
per cent., which roughly corresponds to the 
normal annual increase experienced before the 
war. If no recession occurs, the target set for 
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1952—53 in the long-term program should be 
reached already this year or next. 

The total volume of agricultural production last 
year is estimated to be 6 per cent. above the pre- 
war level. By comparison with the bad harvest of 
1947, that of 1948 showed an increase of over 
46 per cent., and the further increase of 6 per 
cent. last year may be attributed mainly to the 
increased cultivation of oleiferous products. This 
new branch of cultivation is responsible for the 
fact that the increased production of vegetable 
products is estimated to have increased by not less 
than 25 per cent. as compared with before the war, 
while animal production has increased by only I 
per cent. Once more agricultural products — 
especially dairy produce and eggs — are being 
exported. 

In the case of industrial production, it is dif- 
ficult to measure the quantitative developments in 
figures owing to the considerable price fluctua- 
tions, especially in the case of export goods, and 
the temporary falling-off in production which oc- 
curred in the paper and pulp industries during the 
late summer of 1949. The production index of the 
Federation of Swedish Industries — which how- 
ever excludes, inter alia, new enterprises and new 
manufactures — was about 30 per cent. above the 
1945 level at the turn of the year, the increase 
during 1949 being only about 2 per cent. In- 
vestigations based partly on other material appear 
to show that the annual increase of production 
during the last few years has amounted to close 
on 4 per cent. There seems to be no likelihood of 
any considerable falling-off of production at 
present. 

The traditional staple exports of Sweden now 
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generally appear to be in good demand. Exports 
that have been suspended during a number of 
years — for example agricultural products and 
agricultural machinery — have now picked up 
again, and some relatively new exports have been 
worked up, as in the case of wooden houses and 
ready-made clothing. The terms of trade, on which 
the devaluation last September had an unfavour- 
able effect, have now improved. By November 
last year the import and export price indices had 
risen by 20 and 9 per cent., respectively, since 
August, but the increases up to February 1950 
were respectively 22 and 16 per cent. 

In judging the ratio between production and 
consumption on the home market it must be borne 
in mind that construction including housing, has 
been restricted through the exercise of Govern- 
ment control. There is a great need for new con- 
struction in industry, as well as for dwellings, 
schools and hospitals. It is estimated that the total 
constructive work for the present year will show 
an increase from 7 350 to 7 700 million kronor, 
or about 5 per cent. State-controlled building, 
which mainly concerns dwellings, will increase by 
140 million kronor. Housebuilding, which in 1947 
was roughly at peace-time level, i. e. 58 000 dwel- 
lings a year, and in 1948 fell to 44 000, will this 
year thus go up to somewhere near the 50000 
mark. 

The liberalization of foreign trade, which has 
taken a big step forward as a result of the in- 
ternational free-listing of import goods, has been 
still further promoted as far as Sweden is con- 
cerned through provisions in recent trade agree- 
ments. In the agreements with such important 
trade partners as the United Kingdom, France 
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and the Netherlands, practically ail goods of any 
significance have either been free-listed or given 
ample quotas. In cases where such liberalization 
was especially impeded by the scarcity of foreign 
exchanges, preparations have been made to make 
use of the freer convertibility of currencies, 
towards which efforts are now being directed 
on the international plane, for the further- 
ing of trade if and when those efforts are suc- 
cessful. Germany is steadily regaining something 
of her former considerable importance as a sup- 
plier of, among other things, industrial necessities, 
while in exchange Sweden has been able to de- 
liver increasing quantities of all sorts of goods, 
from iron ore, timber goods and paper pulp to 
butter and eggs. Sweden’s present export surplus 
as regards Germany is attributable in part to a 
factor that is probably only temporary — the 
routing of German imports from South America 
via Sweden. The extent of our trade last year 
with our twelve most important trade partners 
will be seen in the table below: 


Foreign Trade with the Most Important Countries 
for the Years 1948 and 10949. 


(Million kr.) 


Imports Exports Trade Balance 

1948 1949 1948 1949 1948 1949 
(reat Britain... S60 746, 67% #727 —189 — I9 
United States ... 692 416 292 248 —400 —168 
BO DIA 6. Fs ws ve 96 279 134 315 + 38 + 36 
BNOIWSY ee ©. wetsd) loge 305 4105 24-251 “247 
miemerands . « .. 252 213 244 226) — 8 + 13 
Helens.) 6 a 290 239) S18 7 T9O" 942" '— 49 
ta CE MS of bee: 5 257 6235. 203) 919%  —— 540.47 
Denmatk <i. << TEA TSS) Ou -208,~ orks Foot 58 
1st reer Zg0 207 148 124 —142 — 83 
lhe 2 = Caan area 168 135 89 126 — 79 — 9 
ram eee he tw AL | «LS we 11% == 94 7 
Argentina. « s< « 1On) $i16 igs” #59 = 44 727 


Our foreign trade last year comprised imports 
of 4'/; milliard kronor and exports of 4°/s mil- 
liard kronor. The import surplus was therefore 
only 80 million kronor, a figure which falls with- 
in the margin of error for the calculations in 
question. If we include other commercial trans- 
actions with foreign countries, such as the net 
receipts from shipping, which may be estimated 
at from 525 to 550 million kronor, we find that 


there was an income surplus in our foreign trans- 
actions of from 415 to 440 million kronor. This 
corresponds very closely to the increase in the 
gold and foreign exchange reserves of the Riks- 
bank, which amounted to 460 million kronor af- 
ter deducting the gains in value due to the de- 
valuation, 7. e. 125 million kronor. 


Gold and Foreign Exchange Reserves of the 


kiksbank. 
(Million kronor) 
Dec. 31, Dec. 31, Increase (+) 
1948 1949 or decrease (—) 
Golda, <) aoc veel te 290 362 + 72 
GH arsine endo ioe sae 113 385 272 
Sterlingeiwke ce a <n eee 214 508 +294 
Othersctrrencies tamer 85 61 = eh 
Total 702 I 316 +614 
[aabilitiiess ieee eee 97 126 pigt+20 
INGER EServesimcs, =. cies 605 I 190 +585 


The improved exchange reserves provide a 


welcome basis for the removal of import controls, 


which is being done through the free list. The 
import plan for the present year envisages an 
increase of imports by 550 million kronor, reck- 
oned in 1948 prices, of which 250 million kro- 
nor is expected to be balanced by increased ex- 
ports and 300 million kronor is to be met out of 
sterling balances. The development of foreign 
trade during the first two months of the year 
has been affected by seasonal factors and prob- 
ably also by the free-listing of import goods. 
This, however, does not constitute a challenge to 
the validity of the assumption that the balance 
in our external trade will continue. 


Surplus of 


Imports Exports imports 
(Million kronor) 
Fame meb. 19390". 4.=. *. 4. 337 274 63 
> PP ROY RW PN al Pra 408 364 44 
> of LOAF verde ays 705 341 364 
> PNTOAD Hct a. wane 787 519 268 
>  COA0 4S Me as 716 590 126 
> BOSD 2a a is 770 756 14 


As is related in greater detail elsewhere in this 
issue, the restoration of the exchange reserves 
of the Riksbank has meant that the market has 
received large accessions of money in payment 
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for currency acquisitions, without any consider- 
able proportion of this money being withdrawn 
again from the market through bond sales on the 
part of the Bank. As is shown in the following 
table, the currency purchases of the Riksbank 
have involved large payments to the market since 


the middle of 1948. 


The Riksbank’s Gold and Foreign Exchange 
Reserves and Bond Holdings. 


(Million kronor) 


Gold Bonds & Increase 
& for. Treasury Total from June 
exch. bills 30, 1948 
Dec. 31, 1947... 724 2747 3471 
June 30, 1948 . . . 386 3 065 3451 
IDG, Bi 5 9 6 | MOG 2) By 3.922 471 
June 30, 1949. - - 587 3 240 3 827 376 
iDYse, Bis 8) 5 30 GIS) 3184 4 374 923 
Feb. 28, 1950 . 5 ae 2 909 4154 703 
Marre 5 a> 5 eG 2783 3.998 547 


The more plentiful supply of money has dur- 
ing the same period led to a fall in the rates 
for short money, while the long-term rates con- 
tinue to be stabilized at the 3-per-cent. level. 


Interest Yield of Short-Term Loans. 


@cts31, "Deci3r, Dech3r,) Mar sr, 
Approximate yield for 1945 1948 1949 1950 
short-dated bonds: Per Cent 
I year a ea et 2,00 2,50 2,00 1,80 
DSI a a ty Se) 2,75 2.60 2,50 
Longer periods . . 3,15 2,8-2,9 2,75-2,85 2,50-2,55 
Interest offered on 
Treasury bills: 
Not more than 
B MOMNINS, 6 Gs A 5 Lae 1,0 1,0 1,0 
Interest offered on day- 
to-day loans: 
I day’s notice «=. 2,0 2,0 5 1,5 
se) > > mee ey5 255 = — 


The supply of money in the banks has been 
more abundant than ever before. Thus, during 
last year deposits in the commercial banks and 
the savings banks rose by 768 million kronor and 
468 million kronor respectively, and if we add to 
these figures the deposits in the post office say- 
ings bank and the agricultural banks we arrive 
at a total of 1450 million kronor as compared 
with 800 million kronor for each of the previous 
two years. 


Deposits in Banks and Agricultural Credit 
Institutions in Sweden. 
(Million kronor) 


Dec.31, Dec. 31, Dec. 31, Sept.30, Dec. 31, 


1946 1947 1948 1949 1949 

Commercial Banks 6939 7289 7490 7817 8258 

Savings Banks 53893 62006 6592 7030 7060 
Post Office Savings 

Bank ..... 1559 1689 1886 2049 2043 
Agricultural Credit 

Institutions . - 235 274 306 354 (361 

Total 14626 15458 16274 17250 17722 


The more recent figures available for the com- 
mercial banks show that the increase in the de- 
posits in these institutions has continued, de- 
posits in February being about 1 000 million kro- 
nor higher than they were twelve months before. 
Of this increased capital about 640 million kro- 
nor has been invested in securities and about 252 
million kronor is accounted for by increased ad- 
vances. As regards liquidity, the position is il- 
lustrated by the fact that cash and securities to- 
gether are equal to about 26 per cent. of total 
deposits. 


Position of the Commercial Banks. 


1949 1950 

Assets (in mill. kt.) Febr. Oct. Nov. Dec. Jan. Febr. 
Cash . 4 53.4. 495 416 ©4837 686 a@5r een 
Treasury bills . . . 554 535 603 476 59: S26 
Swedish bonds. . . 523 780 789 795 790 884 
Advances in Sweden 7778 7986 7909 7975 8030 S030 
Assets abroad . . . 198 196 198 261 257 266 
Sundry accounts . . 400 550 599 72 428 410 


Total 9 948 10 463 10 625 10917 10 527 10942 
Liabilities (in mill. kr.) 
Deposits in Sweden 7664 8056 81 
Liabilities abroad. . sor 448 4 
Share capital and 
reserve funds . 
Sundry accounts 


8258 8182 8634 
542 5425585 


ue 


6 
7 


~ 


1023 1008 1008 1008 1008 1009 
760 951 975 1109 795 714 
Total 9 948 10 463 10 625 10 917 10 527 10 942 


The Public Finances. It is difficult for the 
wider public to get a view of the situation of the 
national finances owing to the intricate nature of 
the accounting system. (National and supplemen- 
tary budgets, working and capital budgets, as well 
as expenditure on prior “reservation” and invest- 
ment appropriations.) The following table based 
on this year’s Finance Bill gives in a very sum- 
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mary form the economic results for the budget 
system as a whole for the present financial year 
as well as for the previous and following years. 


The state budgets for the years 1948/49—1950]51 
(Mill. kronor) 


1948/49 1949/50 1950/51 
Actual Approved Proposals 
income income of the 
and ex- and ex- Govern- 
Income penditure penditure ment 
In the working budget 4954 4970°* 5 139 


Expenditure 
In the working budget 4 643 4 638*— 4 667 
In the capital budget . 470 338° 211 


On prior “reservation” 
and investment appro- 


priations (approx.) . = — 500 450 

5 113 5 476 5 328 

Deficit (—) approx. — 159 — 506 — 189 
* Revised figure. — * 450—600 mill. kronor 


For the last complete financial year, 1948/49, 
the deficit thus calculated for the whole budget 
system was 159 million kronor. If we also take 
into consideration loans made by the National 
Debt Office to the public authorities and a num- 
ber of disbursements outside the budget, we find 
that the surplus of expenditure over revenue 
amounted to about 500 million kronor, mainly 
met by borrowing. 

Data regarding the outcome of the budget for 
the current financial year, 1949/50, are of course 
lacking. The surplus originally estimated for the 
working and capital budgets will go entirely to 
meet the decline of revenue now foreseen and the 
estimated costs of the agricultural subsidies and 
the subsidization of certain important import 
goods and foodstuffs. In consequence of the in- 
creased utilization of “reservation” appropriations 
there is in fact expected to be a surplus of ex- 
penditure over revenue of about 500 million kro- 
nor for the whole budget system. The need for 
borrowing thereby arising may, as in the pre- 
ceding year, be further increased for the covering 
of expenditure outside the budget. 

For the next financial year, 1950/51, the above 
table shows a preliminary estimate of a total 
expenditure surplus of 189 million kronor. Among 
increases in expenditure which cannot yet be fore- 
seen, one may mention fresh appropriations for 
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subsidizing import goods and foodstuffs and also 
possibly for salary increases for state employees 
in accordance with the sliding scale. In these cir- 
cumstances it is especially difficult to make ad- 
vance calculations regarding the outcome of the 
budget for the financial year in question. 


The Foreign Exchange Market. On 20th 
March the rate for Icelandic kronor was lowered 
from kr. 55:54 to kr. 31: 83 or by 42,7 %. The 
rest of the exchange rates have not undergone 
any great changes during the last quarter. [or- 
ward exchange dealings in sterling, which had 
been suspended on December 15 last year, were, 
as mentioned in the previous survey, resumed 
on January 3, the terms being unchanged. Since 
TFebruary 14, 1950, forward trading in U.S. dol- 
lars has been possible on the same terms as for 
sterling, i. e. against a discount of 1,5 per cent. 
per annum. At present, however, there does not 
seem to be any great interest for hedging oper- 
ations in dollars. 


The Stock Market. Iver since July last year 
the Stock Exchange has been characterized by 
increased liveliness and rising prices. In the three 
months from December 15 to March 15 alone, 
share prices rose by 5 per cent. in the case of 
home-market industries, by 8 per cent. in the 
case of other industries, and by 6 per cent. in the 
case of banks. As compared with the prices ruling 
in the middle of 1949, prices in March this year 
showed an increase of 14, 19 and 16 per cent., 
respectively, in each of the three categories just 
mentioned. This development is to be ascribed 
mainly to the greatly increased supply of money, 
which has been accentuated by the fact that the 
money market has received the payments made 
by the Riksbank for its purchases of foreign 
exchange. The devaluation last September has 
also probably contributed to the firm tendency on 
‘Change. 

When the Stock Exchange re-opened after the 
New Year holiday it was again characterized by 
the same steadiness as before. The easy situa- 
tion on the money market led to a considerable 
demand for investments during January and the 
turnover became at times quite lively. Bank 
shares attracted attention from time to time owing 
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to rumours of forthcoming fusions, and large- 
scale “switching” operations contributed to keep- 
ing the turnover well up. In February arbitrage 
transactions with London commenced and a brisk 
trade was done in foreign-quoted shares. The 
general feeling of confidence was stimulated by 
the greatly improved selling possibilities for a 
number of important export products and by 
favourable reports of profits made by some of 
the larger industrial enterprises. The news of 
the ASEA (Swedish General Electric Company ) 
bonus issue, followed later by similar decisions 
on the part of other companies, led to a bullish 
atmosphere with rising prices and considerably in- 
creased turnover in practically all shares quoted. 
Later the tendency became more undecided, with 
some falling-off in prices, especially in the case 
of those securities which had been fetching par- 
ticularly high prices owing to the announcement 
or expectation of capital issues. The following 
are the larger issues that have occurred during 
the first quarter of this year. 


Bonus Issues in the First Quarter of 1950. 


Mill. kr. 
Allm. Sy. Elektriska AB (ASEA) 1 share for 2 existing ones 45 
Almedahl-Dalsj6fors AB . ..I » »2 =~ » > 4,06 
ABTAtlas’ Diesel. 2. e in DD > 2 8 
Gamlestadens Fabrikers AB .1 >» » 5 » 25 
INE} INCOSE 4 9 oS OG OS Tee de> > & 
AB Iggesunds Bruk. . ‘i a 213 ay ae 
Sv. Ackumulator AB Jungner.1 » »2 » 205.04. 
Skanska Cement AB oer fae ry > FF 
AB Svenska Kullagerfabriken. 1 >» »5 » 220 
Svenska Oljeslageri AB 1 ore ey ke: 
Trelleborgs Angfartygs AB. .1 » »2 » 27 es 
BIS) “Atinvallitg 404 (CO) 5. ae Gy Te 2 » 10 
Upsala-Ekeby AB. ..... 0,55 
AB Atvidabergs Industrier .2shares> 3 » > 5,6. 
New Issue. 
INS IROIE Go og ds A 6 .Ishare » 3 » Salis 
Issued at par. 
The Bond Market. Statistics now available 


show that Government Bonds outstanding during 
last year fell by 307 million kronor, while other 
bonds, including registered certificates, increased 
by an amount only slightly larger, viz. 362 mil- 
lion kronor, This development is partly connected 
with the change-over from long to short-term 
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borrowing by the Government. The increased fig- 
ure for non-Government bonds is largely in re- 
spect of municipalities and mortgage banks. 


Swedish Bonds in Circulation. 
(Million kronor) 


Dec. Dec. Increase (+) 

1948 1949 or decrease (—) 
Swedish Government . 7451 7 144 — 307 
Mortgage banks* . 3 249 Nee, + 129 
Municipalities ..... 757 913 + 156 

Industrial and transport 

companies etc.* 1 278 1355 + 77 
Total 12735 12 790 = 


* Incl. of registered certificates. 


Early in March it was announced that the out- 
standing 92,99 million kronor of the 4’/2 per cent. 
State loan was to be redeemed on April 1, 1950, 
the holders being invited to exchange their bonds 
for bonds of the 3 per cent. loan of December 
15, 1946, at a price of 100°/., or for savings bonds 
yielding 3,1 per cent., or for Treasury bills of 
more than twelve months’ duration at a discount 
of 1,6 per cent. per annum. The results of this 
conversion offer are still unknown at the time 
of writing. 

The following are the larger of the new bond 
issues that have been made. 


New Bond Issues during the First Quarter of 1950. 


Rate of | Amount 


Issuer Interest of Issue Price of 
(per cent) (mill. kr.) — 
Swedish Mortgage Bank 3 ¥ 50 100 
Swedish Cities’ Mortgage Bank. 3 % 100 
The Mortgage Bank Ltd (In- 
teckningsbanken). . .... 3 315 100 


_ * In connection with the conversion of the 4% 1933 loan 
(7,30 mill. kr. outstanding). — ? In. connection with the 
conversion of the 4*/2 % 1940 loan (22,5 mill. kr. outstanding). 
— 3 Of which 1o mill. kr. is now offered. 


In addition to the above, the City of Lund has 
given notice of the redemption on June 1, 1950, 
of its 4°/« % 1940 loan, of which kr. 966 000 
1s now outstanding, and has offered bonds at 3 % 
in exchange. The 4°/s % 1940 loan of the Resi- 
dential Mortgage Bank of which 6,60 million kro- 
nor is outstanding, is also to be redeemed on 
April 15, 1950, and exchange against bonds of 
the 3oth January 1949 loan at 100 % was offered. 
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Some Statistical Data Concerning Sweden’s Economic Position. 


I. The Riksbank. (Amounts in million kr.) 


| Assets Liabilities 
She | recs Silda | e a = eo Rs —— 
d bf pes Neekin jo aS Reore _ Bonds and Domestic _ Note Foreign I £2 _ wis sed at Sight ee: 
Gold? | ee 7 Total ‘ings al Bills | Circulation | Debt State pect Other | Total 
| | | | 
38 1 332 834 2 166 106 13 980 84 418.2 | 2 428.) | 3 849 
i 2024 85 2 880 434 7 2 782 98 831 | 81 41 953 
1 371 712 2 083 I 544 4 | 2 877 174 706 84 85 875 
47 379 510 889 2747 38 | 2.895 165 631 | = 197 72 899 
48 290 411 701 S1317 al 65 cS) Ue) 96 | 679 358 | lol 1138 
49 362 954 1316 | 3184 26 3 287 126 407 301 | 78 9°7 
— — | ——______ — — — | ~ = Sae | = | | — - 
l | | 
1949 1950 | 19491950 1949 1950, 1949 | 19501949 | 1950) 1949 | 1950 1949 | 1950| 1949 | 1950 949) 1950) 1949) 1950 1949 1950 
| a : | | | | | i / eo < | F 
m. © 289| 362 | 438 958) 727/ 1320) 2948/2794, 68 26|| 2934/3111] 103 | 83/ 728 | 479| 129| 185] 99/ 79) 956 743 
ebr. 289) 361 | 419 983 708 1344) 3149 2909 53 | 26) 2952) 3133 142 | 99) 693 | 470) 269 271) 67 84 1029 825 
[arch| 288 391 | 679| 2973 | 49 2953 160 | | 641 93 | 67 | 8or| 
til | 287 | 372 659 | 3228 54 | 3.019 | 196 | | 563 | 222 80 865) 
3 | 257 432 689 3,065 43 2 906 186 | $72 | | 147 83 802 
une 256 _ 499 755 3 240 43 2996 168 748 go, p2) mga 
Bly | 255 567 822) 3 088 21 2928 | 169 | | 608 158 | 85 851 
we 255 646 gol 3 204 Wa | 2.980 | 180] | 563 | 311 | 69 943! 
ept. 305 813 1 178 | 2 874 | 17 3,028 245 | | 600 28 80 708 
Jet. 363 872 1 235 | 2925 17 3, 089 | 195 | 566 | 145 101, 812) 
fov. 363 go6 1 269 2934 17 3 109 | 179 | 577 177 95 | 849) 
Yec. | 362 954 1 316) 3 184 | 26 3 287 126 | 467 | 361 79 | 7| 
* Market value. — 7 Gross claims on foreign countries. 
II. Commercial Banks. (Amounts in million kr.) 
Ane | = PEL ms bay ae ee ee Forms 
- the Cash Swedish = a ; ae Deposits ? | hele Ota. Fersign oO seals Ea : : 
d of | Bonds * Domestic Thereof | ‘Tota vances | fea lee | Persona _ |Bonds, mer- 
4 a Bills Redisc. | Advances | pauntzigs sini Guarantee! °22Tes chandise, &c 
; : | f " | st 
338 601 190 116 | fo) 4254 O41 213 a 40 4 13: | aay ‘ 
a 347 2 152 960 ie 5 703 8 obo | 906 dine fo. 14.3 | > | ee 
382 991 Mghde | 58 7 242 939 = 303 3 59. Dees 7:3 A 
147 99 533 ae oe ess 7 937 ner | 47 pale sae Y a Mages ‘s 
48 2 717 1746 ° 7 830 7 490 340 pe 59.0 | 10.2 77) 141 
749 686 Le7s 1 820 — 7925 8258 — 283 —281 58.5 20,2 7.0 4.3 
iors lc ae 3 | ii | | ml ETA eee or 4 
1949|1950\ 1949 | 1950 | 1949 | 1950 |1949|7950| 1949 | 19.50 | 1949 | 1950 | 1949) 1950) 1949 | 1950 \1949| 1950 1949) 1950 1949 1950 1949 | 1950 
lea irae ie Ur | . | ; an ee | | Ves iia pe yi 
| — | 55 |- _ —286| 58.6] 58.4 | 19.2) 20.6 | 7.8] 7.0} 14.4] I4.0 
i 6|431| 849\1 381 | 1728/1837) 1 78 | 8.030) 7 360) 8 182) 455 |-152 |—289|—286 58.6) 58.4 7 
‘. aye a (8491381 1728 1852; o| — onl tae 7 64| 8 634 114 |~604 |—305| 318 58.7 58.6 | 19.2, 20.4 71 6.6 14-4 | 144 
farch | 328 990 1 803 ° 7 837| 7 520. 31 —296 | 58:8 19.4, 7.6 | 4.2 
ri | 826 7 652 | 174 | — 283] 58.8 19.5| 7.6 | 14.1 
1 | 455 1 029 1812 | oO 7 | - “S| e4 Bee 
ITS ESS a(R hace is to re 
me | 304 1119 1814 oe iI? | 7 a 97 | ; | fe | | a 
| _ 20.0] : | 13. 
ily | 373 9¢7 aed a pr Pe Bele | ae ae 26.6 ae ae 
ug. | 548 I 282| | 1789 Oo | eds | 7.965 4 of 8 9) on at Ne 
ept. | 271 I Io! (1869 — 4 7 817 AB? =~ 58: 9 ina 
mye) tas tes) 1 | FS guts] © x00] [ayo $a] aoe LF] | aaa] 
ov. eee I9 aA |. 12 999) ; least laael 19, : 
ae 686 I 3 1 820 _ | 7975) (8258 -283 —281 ne) 58.5 Bee (bed ee | | 
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Ill. Other Credit Institutions. Stock Exchange. 
| 
D it Ps > |Turnover at the Stock-| — 
7 Savings Banks Aree oe Sagaete Yields on Bonds” |} 51m Stock Exchange?| Share index 
Es Post Office | ; 
F t the Cheque : | : 
GE Sayings = ae Govt. | Industrial | a) 
Month Deposits * | Advances % Bonds * Bank | Riebank 7) ssl Loans Loans Bonds aneni Bae, oa 
Million kr.| Million kr.| Million kr. | Million kr.) Million kr.) Million kr. | % % 1000 kr. | 1000 kr.| | 
| 
| 61 1038 
1938 68 Oo 829 606 31 380 24.986 2.32 2.92 242 924 I : 
ae aes: 7 ee 1 482 1 394 53 036 81 re 3.06 | 305 oF 664 190 224 
1946 5 893 4 660 1513 1559 72 300 93 056 3.03 | 2.98 _ O73 194 2356 
1947 6 206 5 402 1149 1 689 82 832 119 657 3.05 | 3-10 2 ee i 8 49% 
1948 6 592 5953 953 1 886 83 769 142 062 3.09 3.33 I 3 461 15 223% 
1949 7 060 6 481 gio 2043 88 548 157 383 | °3.04 3.02 42 449 154 ii 
| al 
1949 | 1950| 1949 | 2950 | 1949 | 1950 | 1949| 1950 | 1949] 1950, 1949 | 1950 |1949\1950 1949 1950 1949 1950 19491950 1949 1950/1949) 8G 
: . : I 210 12| 8 265/13 267) 14 108] 3.09) 3.03 3-18 3-00 796 454, $00 656) 150 164) 221 
Feb. . : . ae 2 racleoas 6 716|11 664) 12 255) 3.03 3.05 3.02 2.97, 680, 328) 468 4¢ 154, 165) 225 
March | 6 908 6 104 QI 1 988| 2 142/6 gi2| 8 5co|13 498| 13 927) 3.03 3.03) 3.02 2.97 789) 388) 446 156] 170) 227 
April : . . 1.998 6 174 10 353 3.03 3.02 271 401 155 225 
May : : . 1.998 8 070 17 980) 3.03 3.02 342 352, 155 28 
June | 6967 6 218 904 2 009 6 629 10 120) 3.03 3.00 | 563 479 149 215 
July : : 202 7 204 13 447 | 3.05 3.02 214 270 | 149 21 
Aug. . . : 2 04 6 253 12 107 | 3.05 2.97 271 | 266 151 21 
Sept. | 7.030 6 348 gil 2 049 8952 14.996 3-05 2.97 161 | 490 153 222 
Oct. 2 061 8217 11 060 3.05 | 3.02 191 399 | 156 229) | 
Nov. 2 066 8 168 16 575) | 3.05 | 3.00 343 602 | 1 230) : 
Dec. | 7060 6 431 fe) (e) 2043 8 409 12 316 | 3.05 | 3.02, 487 | 674 | 162 236| | 
1 At the end of each year or month. — ? Calculated on market prices at middle of months. The yearly figures represent averages of the mont 
figures. — 3 Averages per Stock Exchange business day. 
IV. Other Statistical Data. 
x | | Jhole Sale Price Indes 
National Debt Foreign Trade lUnem red Whole Sale Pr ndex ' 
we | Pp oy t+ ) 3 rT d 
ae Export (+) sae te eer tes ead ‘une Kiteand 
or xpor 4 h gy 
Month Total eo. Exports | Imports | or Import Index ** is Impert Export All Index? | of Load 
ae an 5 (—) Surplus|1935 = 100 | Goods Goods | Goods |1935=100 Trucks = 
Million kr. | Million kr. | Million kr.|Million kr.) Million kr % 
1938 2 566 2 443 18 eezios2 — 2 117 : . 
1945 11 $50 8 45 I 738 108 + ora 106 ae 281 5 + we tel 
1946 11 384 9 O: 2547 83 — 839 128 3.2 251 211 184 126 112. 
1947 11 287 3931 3.240 5 220 — 1980 130 2.8 26 254 I I 1c8 3 
1948 II 598 8 944 3979 4945 — 966 134 2.8 are 285 a 165 108.9} 
1949 12055 8714 4250 a ee: 84 137 2.5 278 252 21 166 110.1} 
T949 | 1950 aa IQ50 \1949 og oy 7950 T949 | 195° \1949, 1950) 1949 1950\1949 I950\1949| 1950 1949) 1950 1949 1950 1949 | 1d 
Jan. | 11 330] 11 759] 8.945] 8 765) 336| 429 | 381) 403 | — + 26 7 7 | | | 
Febr. | 11 878] 12 414] 8 939| 8 782| 258 aa 338 fel iB = 40 a 73 4.0 ae 315 274 | 269/217| 219 + | + | 100x 
March | 11 512] 12 016] 8 939| 8 851) 291 378 — 87 137 | 3.6 274 x i oe 216. oe 166 | Wee 
April | 11 793 8 659 30 2 I— 16 ; | Ee 
May | 11 637 8 706 a $88 tigi ie te at 270 253 | 216 ) (107.4) | 
WS ee. 8063, |373| | 337| [+ 36 137 2:3 26; |243| [ara] | 166| | rong 
i : | i 3 
July | 11 564 8 662 20 I | | | 
Aug. | 12.046 SS Mech Meet 2 Niort ns aso (238) zis) |. | an 
poeale ts 875 aot] 305) 36]. 1138) | x16) fey) a7] fate x67} | rag 
Oct. | 11749 8 se | 2 : 
Noy. | 11853 8 iy: ae Ay rn % eae 1.8 306 | 252 218 . (1182 
Dec. | 12055 8714 84 39 2.3 310 | 257 218 116.9 
x 433 et 138 4-9 313 | 260 219 166 108.2 
* At the end of each year or month. — * According to the Federation of Swedish Industri j 
Tepresent averages ot the monthly figures. — 4 Million kilo 2 weclsh Industries. Seasonslly adjusted soa an 
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Cash in hand and with the Riksbank ...... 
PIER LESSOLY SS, gs sg een, 
ie ed EOS Crs a rn 
Swedish Banks and Savings Banks ....... 
EE ESA Se gee ean a ee 
Sundry Accounts =) Res ir ee Ree eee anne 
SPONSES So s8 el RRS ee a 
Buildings, Furniture and Fittings . 

LIABILI-IES 


Bills at sight in circulation (»postremiss» bills). . . 
Ee te, es ee er a ee 
Swedish Banks adi cee Mees 8 ees goa, 
eR RAUALCOAIITI nee ve es, on ew de 
Sundry Accounts 
Brires Cas he ee ik es 

eecve- Pumids se Ge ws, 
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2) 0 ead ee 


Cr Si a ie Teen: 


Cw xg bo ty 


(7s, |e, ee a 


Tee ee ee 


123.851.859 
573-652-794 
1.897.886.552 
19.372-895 
357-343-310 
20.916.122 
61.318.204 


: 24.721.035 


a koe a ke 


. . . . 


. . 


95:708.000 
114.292.000 


Kr. 3.750.062.77 1 


20.486.525 
2.313-174.014 
27.834.010 
155:392-197 
32.176.025 


210.000.000 


Kr. 2.759.062.771 
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In all 208 branches at 162 different places. 
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